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b. The term “club”  means any nonprofit corporation or association of individuals which is the
owner, lessee, or occupant of a permanent building or part of a building, membership in which entails
the prepayment of regular dues, and which is not operated for a profit other than profits which would
accrue to the entire membership including, but not limited to, any chapter, aerie, parlor, lodge, or other
local unit of an American national fraternal organization.

A club described in this rule holding an alcoholic beverage license pursuant to Iowa Code chapter
123 must provide on each receipt furnished to a taxpayer a printed statement as follows:  “The expendi-
tures covered by this receipt are nondeductible for state income tax purposes.”

This rule is intended to implement Iowa Code Supplement section 422.7 as amended by 1994 Iowa
Acts, Senate File 2215.

701—40.42(422)  Depreciation of speculative shell buildings.
40.42(1) For tax years beginning on or after January 1, 1992, speculative shell buildings

constructed or reconstructed after that date may be depreciated as 15-year property under the acceler-
ated cost recovery system of the Internal Revenue Code.  If the taxpayer has deducted depreciation on
the speculative shell building on the taxpayer’s federal income tax return, that amount of depreciation
must be added to the federal adjusted gross income in order to deduct depreciation computed under this
rule.

40.42(2) On sale or other disposition of the speculative building, the taxpayer must report on the
taxpayer’s Iowa individual income tax return the same gain or loss as is reported on the taxpayer’s fed-
eral individual income tax return.  If, while owned by the taxpayer, the building is converted from a
speculative shell building to another use, the taxpayer must deduct the same amount of depreciation on
the taxpayer’s Iowa tax return as is deducted on the taxpayer’s federal tax return.

40.42(3) For the purposes of this rule, the term “speculative shell building” means a building as
defined in Iowa Code subsection 427.1(4).

This rule is intended to implement Iowa Code section 422.7.

701—40.43(422)  Retroactive exemption for payments received for providing unskilled in-home
health care services to a relative.  Retroactive to January 1, 1988, for tax years beginning on or after
that date, supplemental assistance payments authorized under Iowa Code section 249.3(2)“a” (2)
which are received by an individual providing unskilled in-home health care services to a member of
the caregiver’s family are exempt from state income tax to the extent that the individual caregiver is not
a licensed health care professional designated in Iowa Code section 147.13, subsections 1 to 10.

For purposes of this exemption, a member of the caregiver’s family includes a spouse, parent, step-
parent, child, stepchild, brother, stepbrother, sister, stepsister, lineal ancestor such as grandparent and
great-grandparent, and lineal descendant such as grandchild and great-grandchild, and those previous-
ly described relatives that are related by marriage or adoption.  Those licensed health care profession-
als that are not eligible for this exemption include medical doctors, doctors of osteopathy, physician
assistants, psychologists, podiatrists, chiropractors, physical therapists, occupational therapists,
nurses, dentists, dental hygienists, optometrists, speech pathologists, and audiologists.

Taxpayers who paid state income tax on the supplemental assistance payments on individual in-
come tax returns for tax years beginning in the 1988 calendar year and who are eligible for the exemp-
tion may claim refunds of state income tax paid on the assistance payments, if the refund claims are
filed with the department of revenue and finance on or before April 30, 1993.

This rule is intended to implement Iowa Code section 422.7.
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701—40.44(422,541A)  Individual development accounts.  Individual development accounts are
authorized for low-income taxpayers for tax years beginning on or after January 1, 1994.  Additions to
the accounts are described in the following subrule:

40.44(1) Exemption of additions to individual development accounts.  The following additions to
individual development accounts are exempt from the state income tax of the owners of the accounts to
the extent the additions were subject to federal income tax:

a. The amount of contributions made in the tax year to an account by persons and entities other
than the owner of the account.

b. The amount of any savings refund made in the tax year to an account as authorized for con-
tributions made to the accounts by the owner of the account.

c. Earnings on the account in the tax year or interest earned on the account.
40.44(2) Additions to net income for withdrawals from individual development accounts.  Re-

scinded IAB 9/11/96, effective 10/16/96.
This rule is intended to implement Iowa Code sections 422.7, 541A.2 and 541A.3 as amended by

1996 Iowa Acts, Senate File 2324.

701—40.45(422)  Exemption for distributions from pensions, annuities, individual retirement
accounts, and deferred compensation plans received by nonresidents of Iowa.  For tax years begin-
ning on or after January 1, 1994, a distribution from a pension plan, annuity, individual retirement ac-
count, and deferred compensation plan which is received by a nonresident of Iowa is exempt from
Iowa income tax to the extent the distribution is directly related to the documented retirement of the
pensioner, annuitant, owner of individual retirement account, or participant in a deferred compensa-
tion arrangement.  In a situation where the pensioner, annuitant, owner of the individual retirement
account, or participant of a deferred compensation arrangement dies before the date of documented
retirement, any distribution from the pension, annuity, individual retirement account, or deferred com-
pensation arrangement will not be taxable to the beneficiary receiving the distributions, if the benefi-
ciary is a nonresident of Iowa.  If the pensioner, annuitant, owner of the individual retirement account,
or participant of a deferred compensation arrangement dies after the date of documented retirement,
any distributions from the pension, annuity, individual retirement account, or deferred compensation
arrangement will not be taxable to a beneficiary receiving distributions if the beneficiary is a nonresi-
dent of Iowa.

For purposes of this rule, the distributions from the pensions, annuities and deferred compensation
arrangements were from pensions, annuities, and deferred compensation earned entirely or at least par-
tially from employment or self-employment in Iowa.  For purposes of this rule, distributions from indi-
vidual retirement arrangements were from individual retirement arrangements that were funded by
contributions from the arrangements that were deductible or partially deductible on the Iowa income
tax return of the owner of the individual retirement accounts.

The following subrules include definitions and examples which clarify when distributions from
pensions, annuities, individual retirement accounts, and deferred compensation arrangements are ex-
empt from Iowa income tax, when the distributions are received by nonresidents of Iowa:

40.45(1) Definitions.
a. The word “beneficiary” means an individual who receives a distribution from a pension or an-

nuity plan, individual retirement arrangement, or deferred compensation plan as a result of either the
death or divorce of the pensioner, annuitant, participant of a deferred compensation arrangement, or
owner of an individual retirement account.
IAC 9/11/96, 6/18/97
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b. The term “individual’s documented retirement” means any evidence that the individual can
provide to the department of revenue and finance which would establish that the individual or the indi-
vidual’s beneficiary is receiving distributions from the pension, annuity, individual retirement ac-
count, or the deferred compensation arrangement due to the retirement of the individual.

Examples of documents that would establish an individual’s retirement may include:  copies of
birth certificates or driver’s licenses to establish an individual’s age; copies of excerpts from an em-
ployer’s personnel manual or letter from employer to establish retirement or early retirement policies;
a copy of a statement from a physician to establish an individual’s disability which could have contrib-
uted to a person’s retirement.

c. The term “nonresident” applies only to individuals and includes all individuals other than
those individuals domiciled in Iowa and those individuals who maintain a permanent place of abode in
Iowa.  See 701—subrule 38.1(9) for the definition of domicile.

40.45(2) Examples:
a. John Jones had worked for the same Iowa employer for 32 years when he retired at age 62  and

moved to Arkansas in March of 1994.  Mr. Jones started receiving distributions from the pension plan
from his former employer starting in May 1994.  Because Mr. Jones was able to establish that he was
receiving the distributions from the pension plan due to his retirement from his employment, Mr. Jones
was not subject to Iowa income tax on the distributions from the pension plan.  Note that Mr. Jones had
sold his Iowa residence in March and established his domicile in Arkansas at the time of his move to
Arkansas.

b. Wanda Smith was the daughter of John Smith who died in February 1994 after 25 years of em-
ployment with a company in Urbandale, Iowa.  Wanda Smith was the sole beneficiary of John and
started receiving distributions from John’s pension in April 1994.  Wanda Smith was a bona fide resi-
dent of Oakland, California, when she received distributions from her father’s pension.  Wanda was not
subject to Iowa income tax on the distributions since she was a nonresident of Iowa at the time the dis-
tributions were received.

c. Martha Graham was 55 years old when she quit her job with a firm in Des Moines to take a
similar position with a firm in Dallas, Texas.  Ms. Graham had worked for the Des Moines business for
22 years before she resigned from the job in May 1994.  Starting in July 1994, Ms. Graham received
monthly distributions from the pension from her former Iowa employer.  Although Ms. Graham was a
nonresident of Iowa, she was subject to Iowa income tax on the pension distribution since the taxpayer
didn’t have a documented retirement.

d. William Moore was 58 years old when he quit his job with a bank in Mason City in February
1994 after 30 years of employment with the bank.  By the time Mr. Moore started receiving pension
payments from his employment with the bank, he had moved permanently to New Mexico.  Shortly
after he arrived in New Mexico, Mr. Moore secured part-time employment.  The pension payments
were not taxable to Iowa as Mr. Moore was retired notwithstanding his part-time employment in New
Mexico.

e. Joe Brown had worked for an Iowa employer for 25 years when he retired in June 1992 at the
age of 65.  Mr. Brown started receiving monthly pension payments in July 1992.  Mr. Brown resided in
Iowa until August 1994, when he moved permanently to Nevada to be near his daughter.  Mr. Brown
was not taxable to Iowa on the pension payments he received after his move to Nevada.  Mr. Brown’s
retirement occurred in June 1992 when he resigned from full-time employment.

This rule is intended to implement Iowa Code section 422.8.
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701—40.46(422)  Taxation of compensation of nonresident members of professional athletic
teams.  Effective for tax years beginning on or after January 1, 1995, the Iowa source income of a non-
resident individual who is a member of a professional athletic team includes the portion of the individ-
ual’s total compensation for services provided for the athletic team that is in the ratio that the number of
duty days spent in Iowa rendering services for the team during the tax year bears to the total number of
duty days spent both within and without Iowa in the tax year.  Thus, if a nonresident member of a pro-
fessional athletic team has $50,000 in total compensation from the team in 1995 and the athlete has 20
Iowa duty days and 180 total duty days for the team in 1995, $5,556 of the compensation would be
taxable to Iowa ($50,000 � 20/180 = $5,556).

The following subrules include definitions, examples, and other information which clarify Iowa’s
taxation of nonresident members of professional athletic teams:

40.46(1) Definitions.
a. The term “professional athletic team” includes, but is not limited to, any professional baseball,

basketball, football, soccer, or hockey team.
b. The term “member of a professional athletic team” includes those employees who are active

players, players on the disabled list, and any other persons required to travel and who travel with and
perform services on behalf of a professional athletic team on a regular basis.  This includes, but is not
limited to, coaches, managers, and trainers.

c. The term “total compensation for services rendered as a member of a professional athletic
team” means the total compensation received during the taxable year for services rendered.  “Total
compensation” includes, but is not limited to, salaries, wages, bonuses (as described in subparagraph
(1) of this paragraph), and any other type of compensation paid during the taxable year to a member of a
professional athletic team for services performed in that year.  Such compensation does not include
strike benefits, severance pay, termination pay, contract or option year buy-out payments, expansion or
relocation payments, and any other payments not related to services rendered for the team.

For purposes of this paragraph, “bonuses” included in “total compensation for services rendered as
a member of a professional athletic team” subject to the allocation described in this rule are:

(1) Bonuses earned as a result of play (i.e., performance bonuses) during the season, including
bonuses paid for championship, playoff, or “bowl” games played by a team, or for the member’s selec-
tion to all-star, league, or other honorary positions; and

(2) Bonuses paid for signing a contract, unless all of the following conditions are met:
1. The payment of the signing bonus is not conditional upon the signee playing any games for the

team, or performing any subsequent services for the team, or even making the team;
2. The signing bonus is payable separately from the salary and any other compensation; and
3. The signing bonus is nonrefundable.
d. Except as provided in subparagraphs (4) and (5) of this paragraph, the term “duty days” means

all days during the taxable year from the beginning of the professional athletic team’s official presea-
son training period through the last game in which the team competes or is scheduled to compete.  Duty
days are included in the allocation described in this rule for the tax year in which they occur, including
where a team’s official preseason training period through the last game in which the team competes, or
is scheduled to compete, occurs during more than one tax year.

(1) Duty days also includes days on which a member of a professional athletic team renders a ser-
vice for a team on a date which does not fall within the previously mentioned period (e.g., participation
in instructional leagues, the “Pro Bowl” or promotional “caravans”).  Rendering a service includes
conducting training and rehabilitation activities, but only if conducted at the facilities of the team.
IAC 8/2/95, 6/18/97
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(2) Included within duty days are game days, practice days, days spent at team meetings, promo-
tional caravans and preseason training camps, and days served with the team through all postseason
games in which the team competes or is scheduled to compete.

(3) Duty days for any person who joins a team during the period from the beginning of the profes-
sional athletic team’s official preseason training period through the last game in which the team com-
petes, or is scheduled to compete, begins on the day the person joins the team.  Conversely, duty days
for any person who leaves a team during such period ends on the day the person leaves the team.  When
a person switches teams during a taxable year, separate duty day calculations are to be made for the
period the person was with each team.

(4) Days for which a member of a professional athletic team is not compensated and is not render-
ing services for the team in any manner, including days when the member of a professional athletic
team has been suspended without pay and prohibited from performing any services for the team, are
not to be treated as duty days.

(5) Days for which a member of a professional athletic team is on the disabled list and does not
conduct rehabilitation activities at facilities of the team and is not otherwise rendering services for the
team in Iowa, are not to be considered duty days spent in Iowa.  However, all days on the disability list
are considered to be included in total duty days spent both within and outside the state of Iowa.

(6) Total duty days for members of a professional athletic team that are not professional athletes
are the number of days in the year that the members are employed by the professional athletic team.
Thus, in the case of a coach of a professional athletic team who was coach for the entire year of 1995,
the coach’s total duty days for 1995 would be 365.

(7) Travel days in Iowa by a team member that do not involve a game, practice, team meeting,
all-star game, or other personal service for the team are not considered to be duty days in Iowa.  Howev-
er, to the extent these days fall within the period from the team’s preseason training period through the
team’s final game, these Iowa travel days will be considered in the total duty days spent within and
outside Iowa, for team members who are professional athletes.

(8) Duty days in Iowa do not include days a team member performs personal services for the pro-
fessional athletic team in Iowa on those days that the team member is a bona fide resident of a state with
which Iowa has a reciprocal tax agreement.  See rule 701—38.13(422).

40.46(2) Filing composite Iowa returns for nonresident members of professional athletic teams.
Professional athletic teams may file composite Iowa returns on behalf of team members who are non-
residents of Iowa and who have compensation that is taxable to Iowa from duty days in Iowa for the
athletic team.  However, the athletic team may include on the composite return only those team mem-
bers who are nonresidents of Iowa and who have no Iowa source incomes other than the incomes from
duty days in Iowa for the team.  The athletic team may exclude from the composite return any team
member who is a nonresident of Iowa and whose income from duty days in Iowa is less than $1,000.
See rule 701—48.1(422) about filing Iowa composite returns.
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40.46(3) Examples of taxation of nonresident members of professional athletic teams.
a. Player A, a member of a professional athletic team, is a nonresident of Iowa.  Player A’s con-

tract for the team requires A to report to such team’s training camp and to participate in all exhibition,
regular season, and playoff games.  Player A has a contract which covers seasons that occur during year
1/year 2 and year 2/year 3.  Player A’s contract provides that A is to receive $500,000 for the year 1/year
2 season and $600,000 for the year 2/year 3 season.  Assuming player A receives $550,000 from the
contract during taxable year 2 ($250,000 for one-half the year 1/year 2 season and $300,000 for one-
half the year 2/year 3 season), the portion of compensation received by player A for taxable year 2,
attributable to Iowa, is determined by multiplying the compensation player A receives during the tax-
able year ($550,000) by a fraction, the numerator of which is the total number of duty days player A
spends rendering services for the team in Iowa during taxable year 2 (attributable to both the year
1/year 2 season and the year 2/year 3 season) and the denominator of which is the total number of play-
er A’s duty days spent both within and outside Iowa for the entire taxable year.

b. Player B, a member of a professional athletic team, is a nonresident of Iowa.  During the sea-
son, B is injured and is unable to render services for B’s team.  While B is undergoing medical treatment
at a clinic, which is not a facility of the team, but is located in Iowa, B’s team travels to Iowa for a game.
The number of days B’s team spends in Iowa for practice, games, meetings, for example, while B is
present at the clinic, are not to be considered duty days spent in Iowa for player B for that taxable year
for purposes of this rule, but these days are considered to be included within total duty days spent both
within and outside Iowa.

c. Player C, a member of a professional athletic team, is a nonresident of Iowa.  During the sea-
son, C is injured and is unable to render services for C’s team.  C performs rehabilitation exercises at the
facilities of C’s team in Iowa as well as at personal facilities in Iowa.  The days C performs rehabilita-
tion exercise in the facilities of C’s team are considered duty days spent in Iowa for player C for that
taxable year for purposes of this rule.  However, days player C spends at personal facilities in Iowa are
not to be considered duty days spent in Iowa for player C for that taxable year for purposes of this rule,
but the days are considered to be included within total duty days spent both within and outside Iowa.

d. Player D, a member of a professional athletic team, is a nonresident of Iowa.  During the sea-
son, D travels to Iowa to participate in the annual all-star game as a representative of D’s team.  The
number of days D spends in Iowa for practice, the game, meetings, for example, are considered to be
duty days spent in Iowa for player D for that taxable year for purposes of this rule, as well as included
within total duty days spent both within and outside Iowa.

e. Assume the same facts as given in paragraph “d,”  except that player D is not participating in
the all-star game and is not rendering services for D’s team in any manner.  Player D is instead traveling
to and attending this game solely as a spectator.  The number of days player D spends in Iowa for the
game is not to be considered to be duty days spent in Iowa for purposes of this rule.  However, the days
are considered to be included within total duty days spent both within and outside Iowa.

40.46(4) Use of an alternative method to compute taxable portion of a nonresident’s compensation
as a member of a professional athletic team.  If a nonresident member of a professional athletic team
believes that the method provided in this rule for allocation of the member’s compensation to Iowa is
not equitable, the nonresident member may propose the use of an alternative method for the allocation
of the compensation to Iowa.  The request for an alternative method for allocation must be filed no later
than 60 days before the due date of the return, considering that the due date may be extended for up to 6
months after the original due date if at least 90 percent of the tax liability was paid by the original due
date (April 30 for taxpayers filing on a calendar-year basis).
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The request for an alternative method should be filed with the Policy Section, Compliance Division,
P.O. Box 10457, Des Moines, Iowa 50306.  The request must set forth the alternative method for al-
location to Iowa of the compensation of the nonresident professional team member.  In addition, the
request must specify, in detail, why the method for allocation of the compensation set forth in this rule
is not equitable, as well as why the alternative method for allocation of the compensation is more equi-
table than the method provided in this rule.  The burden of proof is on the nonresident professional team
member to show that the alternative method is more equitable than the method provided in the rule.

If the department determines that the alternative method is more reasonable for allocation of the
taxable portion of the team member’s compensation than the method provided in this rule, the team
member can use the alternative method on the current return and on subsequent returns.

If the department rejects the team member’s use of the alternative method, the team member may
file a protest within 60 days of the date of the department’s letter of rejection.  The nonresident team
member’s protest of the department’s rejection of the alternate formula must be made in accordance
with rule 701—7.41(17A) and must state, in detail, why the method provided in this rule is not equita-
ble, as well as why the alternative method for allocation of the compensation is more equitable than the
method set forth in this rule.

This rule is intended to implement Iowa Code sections 422.3, 422.7, and 422.8.

701—40.47(422)  Partial exclusion of pensions and other retirement benefits for disabled indi-
viduals, individuals who are 55 years of age or older, surviving spouses, and survivors.  For tax
years beginning on or after January 1, 1995, an individual who is disabled, is 55 years of age or older, is
a surviving spouse, or is a survivor  with an insurable interest in an individual who would have qualified
for the exclusion is eligible for a partial exclusion of retirement benefits received in the tax year.  For
tax years beginning on or after January 1, 2001, the partial exclusion of retirement benefits received in
the tax year is increased up to a maximum of $6,000 for a person other than a husband or wife who files
a separate state return and up to a maximum of $12,000 for a husband and wife who file a joint Iowa
return.  For tax years beginning on or after January 1, 1998, the partial exclusion of retirement benefits
received in the tax year was increased up to a maximum of $5,000 for a person, other than a husband or
wife who files a separate state income tax return, and up to a maximum of $10,000 for a husband and
wife who file a joint state income tax return.  A husband and wife filing separate state income tax re-
turns or separately on a combined state return are allowed a combined exclusion of retirement benefits
of up to a maximum of $10,000 for tax years beginning in 1998, 1999 and 2000 and a combined exclu-
sion of up to a maximum of $12,000 for tax years beginning on or after January 1, 2001.  The $10,000 or
$12,000 exclusion may be allocated to the husband and wife in the proportion that each spouse’s re-
spective pension and retirement benefits received bear to the total combined pension and retirement
benefits received by both spouses.

EXAMPLE 1.  A married couple elected to file separately on the combined return form.  Both spouses
were 55 years of age or older.  The wife received $95,000 in retirement benefits and the husband re-
ceived $5,000 in retirement benefits.  Since the wife received 95 percent of the retirement benefits, she
would be entitled to 95 percent of the $10,000 retirement income exclusion or a retirement income
exclusion of $9,500.  The husband would be entitled to 5 percent of the $10,000 retirement income
exclusion or an exclusion of $500.

EXAMPLE 2.  A married couple elected to file separately on the combined return form.  Both spouses
were 55 years of age or older.  The husband had $15,000 in retirement benefits from a pension.  The
wife received no retirement benefits.  In this situation, the husband can use the entire $10,000 retire-
ment income exclusion to exclude $10,000 of his pension benefits since the spouse did not use any of
the $10,000 retirement income exclusion for the tax year.
IAC 1/24/01
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For tax years beginning on or after January 1, 1995, but prior to January 1, 1998, the retirement
income exclusion was up to $3,000 for single individuals, up to $3,000 for each married person filing a
separate Iowa return, up to $3,000 for each married person filing separately on the combined return
form, and up to $6,000 for married taxpayers filing joint Iowa returns.  For example, a married couple
elected to file separately on the combined return form and both spouses were 55 years of age or older.
One spouse had $2,000 in pension income that could be excluded, since the pension income was
$3,000 or less.  The other spouse had $6,000 in pension income and could exclude $3,000 of that in-
come due to the retirement income exclusion.  This second spouse could not exclude an additional
$1,000 of the up to $3,000 retirement income exclusion that was not used by the other spouse.

“Insurable interest” is a term used in life insurance which also applies to this rule and is defined to
be “such an interest in the life of the person insured, arising from the relations of the party obtaining the
insurance, either as credit of or surety for the assured, or from the ties of blood or marriage to him, as
would justify a reasonable expectation of advantage or benefit from the continuance of his life.”
Warnock v. Davis, 104 U.S. 775, 779, 26 L.Ed. 924; Connecticut Mut. Life Ins. Co. v. Luchs, 2 S.Ct.
949, 952, 108 U.S. 498, 27 L.Ed. 800; Appeal of Corson, 6 A. 213, 215, 113 Pa. 438, 57 Am. Rep. 479;
Adams’ Adm’r  v. Reed, Ky., 36 S.W. 568, 570; Trinity College v. Travelers’ Co., 18 S.E. 175, 176, 113
N.C. 244, 22 L.R.A. 291; Opitz v. Karel, 95 N.W. 948, 951, 118 Wis. 527, 62 L.R.A. 982.  It is not
necessary that the expectation of advantage or profit should always be capable of pecuniary estimation,
for a parent has an insurable interest in the life of his child, and a child in the life of his parent, a husband
in the life of his wife, and a wife in the life of her husband.  The natural affection in cases of this kind is
considered as more powerful, as operating the more efficaciously, to protect the life of the insured than
any other consideration, but in all cases there must be a reasonable ground, founded on relations to each
other, either pecuniary or of blood or affinity, to expect some benefit or advantage from the continu-
ance of the life of the assured.  Warnock v. Davis, 104 U.S. 775, 26 L.Ed. 924; Appeal of Corson, 6 A.
213, 215, 113 Pa. 438, 57 Am. Rep. 479; Connecticut Mut. Life Ins. Co. v. Luchs, 2 S.Ct. 949, 952, 108
U.S. 498, 27 L.Ed. 800.

For purposes of this rule, the term “insurable interest” will be considered to apply to a beneficiary
receiving retirement benefits due to the death of a pensioner or annuitant under the same circumstances
as if the beneficiary were receiving life insurance benefits as a result of the death of the pensioner or
annuitant.

For purposes of this rule, the term “survivor” is a person other than the surviving spouse of an annu-
itant or pensioner who is receiving the annuity or pension benefits because the person was a beneficiary
of the pensioner or annuitant at the time of death of the pensioner or annuitant.  In addition, in order for
this person to qualify for the partial exclusion of pensions or retirement benefits, this survivor must
have had an insurable interest in the pensioner or annuitant at the time of death of the annuitant or pen-
sioner.

A survivor other than the surviving spouse will be considered to have an insurable interest in the
pensioner or annuitant if the survivor is a son, daughter, mother, or father of the annuitant or pensioner.
The relationship of these individuals to the pensioner or annuitant is considered to be so close that no
separate pecuniary or monetary interest between the pensioner or annuitant and any of these relatives
must be established.

A survivor may include relatives of the pensioner or annuitant other than those relatives that were
mentioned above.  However, before any of these relatives can be considered to be a survivor for pur-
poses of this rule, the relative must have had some pecuniary interest in the continuation of the life of
the pensioner or annuitant.  That is, the relative must establish a relationship with the pensioner or an-
nuitant that shows there was a reasonable expectation of an advantage or benefit which the person
would have received with the continuance of the life of the pensioner or annuitant.
IAC 10/21/98
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The fact that a niece of the pensioner or annuitant was named beneficiary of an uncle’s pension
where the uncle had no closer relatives does not in itself establish that the niece had an insurable inter-
est in the pension benefits, if the niece was not receiving monetary benefits or the niece did not have
some special relationship to the uncle at the time of the uncle’s death.

If a grandson was receiving college tuition regularly from his grandfather and received the grandfa-
ther’s pension as a beneficiary of the grandfather after the grandfather’s death, the grandson would be
deemed to have an insurable interest in the benefits and would be eligible for the partial retirement
benefit exclusion.

A person who is not related to the pensioner or annuitant, such as a partner in a business or a creditor,
may have an insurable interest in the pensioner or annuitant.  However, the burden of proof is on a
nonrelated person to show that the person had an insurable interest in the pensioner or the annuitant at
the time of death of the pensioner or annuitant.

There are numerous court cases which deal with whether a person had established an insurable in-
terest in the life of an individual that was insured.  These cases may be used as a guideline to determine
whether or not a person receiving a pension or annuity due to the death of an annuitant or pensioner had
an insurable interest in the annuitant or pensioner at the time of death of the pensioner or annuitant.
Thus, if a person would have met criteria for an insurable interest for purposes of an interest in a per-
son’s life insurance policy, the person would also be considered to be qualified for an insurable interest
in a pensioner or annuitant.

Retirement benefits subject to the retirement income exclusion include, but are not limited to:  bene-
fits from defined benefit or defined contribution pension and annuity plans, benefits from annuities,
incomes from individual retirement accounts, benefits from pension or annuity plans contributed by an
employer or maintained or contributed by a self-employed person and benefits and earnings from de-
ferred compensation plans.  However, the exclusion does not apply to social security benefits.  A sur-
viving spouse who is not disabled or is not 55 years of age or older can only exclude retirement benefits
received as a result of the death of the other spouse and on the basis that the deceased spouse would
have been eligible for the exclusion in the tax year.  In order for a survivor other than the surviving
spouse to qualify for the partial exclusion of retirement benefits, the survivor must have received the
retirement benefits as a result of the death of a pensioner or annuitant who would have qualified for the
exclusion in the tax year on the basis of age or disability.  In addition, the survivor other than the surviv-
ing spouse would have had to have an insurable interest in the pensioner or annuitant at the time of the
death of the pensioner or annuitant.

For purposes of this rule, a disabled individual is a person who is receiving benefits as a result of
retirement from employment or self-employment due to disability.  In addition, a person is considered
to be a disabled individual if the individual is determined to be disabled in accordance with criteria
established by the Social Security Administration or other federal or state governmental agency.

Note that the pension or other retirement benefits that are excluded from taxation for certain indi-
viduals are to be considered as a part of net income for purposes of determining whether or not a partic-
ular individual’s income is low enough to exempt that taxpayer from tax.  In addition, the pension or
other retirement benefits that are excluded from taxation for certain individuals are to be considered as
a part of net income for the alternative tax computation, which is available to all taxpayers except those
taxpayers filing as single individuals.

Finally, the pension or other retirement benefits are to be considered as a part of net income for indi-
viduals using the single filing status whose tax liabilities are limited so the liabilities cannot reduce the
person’s net income plus exempt benefits below $9,000.

This rule is intended to implement Iowa Code sections 422.5 and 422.7.
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701—40.48(422)  Health insurance premiums deduction.  For tax years beginning on or after
January 1, 1996, the amounts paid by a taxpayer for health insurance for the taxpayer, the taxpayer’s
spouse, and the taxpayer’s dependents are deductible in computing net income on the Iowa return to the
extent the amounts paid were not otherwise deductible in computing adjusted gross income.  However,
amounts paid by a taxpayer for health insurance on a pretax basis whereby the portion of the wages of
the taxpayer used to pay health insurance premiums is not included in the taxpayer’s gross wages for
income tax or social security tax purposes are not deductible on the Iowa return.

In situations where married taxpayers pay health insurance premiums from a joint checking or other
joint account and the taxpayers are filing separate state returns or separately on the combined return
form, the taxpayers must allocate the deduction between the spouses on the basis of the net income of
each spouse to the combined net income unless one spouse can show that only that spouse’s income
was deposited to the joint account.

In circumstances where a taxpayer is self-employed and takes a deduction on the 1996 federal re-
turn for 30 percent of the premiums paid for health insurance on the federal return, the taxpayer would
be allowed a deduction on the Iowa return for the portion of the health insurance premiums that was not
deducted on the taxpayer’s federal return, including any health insurance premiums deducted as an
itemized medical deduction under Section 213 of the Internal Revenue Code.

For purposes of the state deduction for health insurance premiums, the same premiums for the same
health insurance or medical insurance coverage qualify for this deduction as would qualify for the fed-
eral medical expense deduction.  Thus, premiums paid for contact lens insurance qualify for the health
insurance deduction.  Also eligible for the deduction for tax years beginning in the 1996 calendar year
are premiums paid by a taxpayer before the age of 65 for medical care insurance effective after the age
of 65, if the premiums are payable (on a level payment basis) for a period of ten years or more or until
the year the taxpayer attains the age of 65 (but in no case for a period of less than five years).  For tax
years beginning on or after January 1, 1997, premiums for long-term health insurance for nursing
home coverage are eligible for this deduction to the extent the premiums for long-term health care ser-
vices are eligible for the federal itemized deduction for medical and dental expenses.

Amounts paid under an insurance contract for other than medical care (such as payment for loss of
limb or life or sight) are not deductible, unless the medical charge is stated separately in the contract or
provided in a separate statement.

This rule is intended to implement Iowa Code section 422.7 as amended by 1997 Iowa Acts, Senate
File 129.

701—40.49(422)  Employer social security credit for tips.  Employers in the food and beverage in-
dustry are allowed a credit under Section 45B of the Internal Revenue Code for a portion of the social
security taxes paid or incurred after 1993 on employee tips.  The credit is equal to the employer’s FICA
obligation attributable to tips received which exceed tips treated as wages for purposes of satisfying
minimum wage standards of the Fair Labor Standards Act.  The credit is allowed only for tips received
by an employee in the course of employment from customers on the premises of a business for which
the tipping of employees serving food or beverages is customary.  To the extent that an employer takes
the credit for a portion of the social security taxes paid or incurred, the employer’s deduction for the
social security tax is reduced accordingly.  For Iowa income tax purposes, the full deduction for the
social security tax paid or incurred is allowed for tax years beginning on or after January 1, 1994.

This rule is intended to implement Iowa Code Supplement section 422.7.
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701—40.50(422)  Computing state taxable amounts of pension benefits from state pension plans.
For tax years beginning on or after January 1, 1995, a retired member of a state pension plan, or a bene-
ficiary of a member, who receives benefits from the plan where there was a greater contribution to the
plan for the member for state income tax purposes than for federal income tax purposes can report less
taxable income from the benefits on the Iowa individual income tax return than was reported on the
federal return for the same tax year.  This rule applies only to a member of a state pension plan, or the
beneficiary of a member, who received benefits from the plan sometime after January 1, 1995, and only
in circumstances where the member received wages from public employment in 1995, 1996, 1997, or
1998, or possibly in 1999 for certain teachers covered by the state pension plan authorized in Iowa
Code chapter 294 so the member had greater contributions to the state pension plan for state income tax
purposes than for federal income tax purposes.  Starting with wages paid on or after January 1, 1999, to
employees covered by a state pension plan other than teachers covered by the state pension plan autho-
rized in Iowa Code chapter 294, contributions made to the pension plan will be made on a pretax basis
for state income tax purposes as well as for federal income tax purposes.  However, in the case of teach-
ers covered by the state pension plan authorized in Iowa Code chapter 294, contributions to the pension
plan on behalf of these teachers on a pretax basis for state income tax purposes may start after January
1, 1999.

For example, in the case of a state employee who was covered by IPERS and had wages from cov-
ered public employment of $41,000 or more in 1995, that person would have made posttax contribu-
tions to IPERS of $1,517 for state income tax purposes for 1995 and zero posttax contributions to
IPERS for federal income tax purposes for 1995.  The $1,517 in contributions to IPERS for federal
income tax purposes was made on a pretax basis and was considered to have been made by the em-
ployee’s employer or the state of Iowa and not the employee.  At the time this employee receives retire-
ment benefits from IPERS, the retired employee will be subject to federal income tax on the portion of
the benefits that is attributable to the $1,517 IPERS contribution made in 1995.  However, this em-
ployee will not be subject to state income tax on the portion of the IPERS benefits received which is
attributable to the $1,517 contribution to IPERS for 1995.

This rule does not apply to members or beneficiaries of members who elect to take a lump sum dis-
tribution of benefits from a state pension plan in lieu of receiving monthly payments of benefits from
the plan.

The following subrules further clarify how the portion of certain state pension benefits that is tax-
able for state individual income tax purposes for tax years beginning on or after January 1, 1995, is
determined.

40.50(1) Definitions related to state taxation of benefits from state pension plan.  The following
definitions clarify those terms and phrases that have a bearing on the state’s taxation of certain individ-
uals who receive retirement benefits from state pension plans:

a. For purposes of this rule, the terms “state pension,” “state pensions,” and “state pension plans”
mean only those pensions and those pension plans authorized in Iowa Code chapter 97A for public
safety peace officers, chapter 97B for Iowa public employees (IPERS), chapter 294 for certain teach-
ers, and chapter 411 for police officers and firefighters.  There are other pension plans available for
some public employees in the state which may be described as “state pensions” or “state pension plans”
in other contexts or situations, but these pension plans are not covered by this rule.  An example of a
pension plan that is not a “state pension plan” for purposes of this rule is the judicial retirement system
for state judges authorized in Iowa Code section 602.9101.

b. For purposes of this rule, “member” is an individual who was employed in public service cov-
ered by a state pension plan and is either receiving or was receiving benefits from the pension plan.

c. For purposes of this rule, “beneficiary” is a person who has received or is receiving benefits
from a state pension plan due to the death of an individual or member who earned benefits in a state
pension plan.

d. For purposes of this rule, the term “IPERS” means the Iowa public employees retirement sys-
tem.
IAC 10/21/98



Ch 40, p.54 Revenue[701] IAC 6/18/97, 3/11/98

e. For purposes of this rule, the term “pretax,” when the term is applied to a contribution made to a
state pension plan during a year from a public employee’s compensation, means a contribution to a
state pension plan that is not taxed on the employee’s income tax return for the tax year in which the
contribution is made.  The contribution is considered to have been made by the state or the employee’s
employer and not by the employee so this contribution is not part of the employee’s basis in the pension
that is not taxed when the pension is received.

f. For purposes of this rule, the term “posttax,” when the term is applied to a contribution made to
a state pension plan during a year from a public employee’s compensation, means the contribution is
included in the employee’s taxable income for the tax year of the contribution and the contribution is
considered to have been made by the employee.  That is, the contribution is part of the employee’s basis
in the pension which is not taxed at the time the pension is received.

40.50(2) Computation of the taxable amount of the state pension for federal income tax purposes.
An individual who receives benefits in the tax year from one of the state pension plans is not subject to
federal income tax on the benefits to the extent of the pensioner’s or member’s recovery of posttax
contribution to the pension plan.  The individual receiving benefits in the year from a state pension plan
should get a Form 1099-R showing the total benefits received in the tax year from the pension plan.
The individual can determine the federal taxable amount of the benefits by using the general rule or the
simplified general rule which is described in federal publication 17 or federal publication 575.  Note
that members who first receive pension benefits after November 18, 1996, must compute the federal
taxable amount of their pension benefits by using the simplified general rule shown in the federal tax
publications.  Note also that individuals receiving benefits in the tax year from IPERS who started re-
ceiving benefits in 1993 or in later years will receive information with the 1099-R form which shows
the amount of gross benefits received in the tax year that is taxable for federal income tax purposes.

40.50(3) Computing the taxable amount of state pension benefits for state individual income tax
purposes.  An individual receiving state pension benefits in the tax year must have a number of facts
about the state pension in order to be able to compute the taxable amount of the pension for Iowa in-
come tax purposes.  The individual must know the gross pension benefits received in the tax year, the
taxable amount of the pension for federal income tax purposes, the employee’s contribution to the pen-
sion for federal income tax purposes, and the employee’s contribution to the pension for state income
tax purposes.  In situations where the employee’s contribution for state income tax purposes is equal to
the contribution for federal income tax purposes, the same amount of the pension will be taxable on the
state income tax return as is taxable on the federal return.

In cases when all of an individual’s employment covered by a state pension plan occurred on or after
January 1, 1995, so that all the contributions to the pension plan (other than posttax service purchases)
for the employee were made on a pretax basis for federal income tax purposes, all of the benefits re-
ceived from the pension would be taxed on the federal income tax return.  In this situation, the state
taxable amount of the pension would be computed using the general rule or the simplified general rule
shown in federal publication 17 or federal publication 575.  The employee’s state contribution or state
basis would be entered on line 2 of the worksheet in the federal publication that is usually used to com-
pute the taxable amount of the pension for the federal income tax return.
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To compute the state taxable amount of the state pension in situations where the employee had a
contribution to the pension for federal tax purposes, the federal taxable amount for the year is first sub-
tracted from the gross pension benefit received in the year which leaves the amount of the pension re-
ceived in the year which was not taxable on the federal return.  Next, the member’s posttax contribution
or basis in the pension for federal tax purposes is divided by the member’s posttax contribution or basis
in the pension for state income tax purposes which provides the ratio of the member’s federal basis or
contribution to the member’s state contribution or basis.  Next, the amount of the state pension received
in the year that is not taxed on the federal return is divided by the ratio or percentage that was deter-
mined in the previous step, which provides the exempt amount of the pension for state tax purposes.
Finally, the state exempt amount determined in the previous step is subtracted from the gross amount
received in the year, which leaves the taxable amount for state income tax purposes.  Note that individ-
uals who retired in 1993 and in years after 1993 and are receiving benefits from IPERS will receive
information from IPERS which will advise them of the taxable amount of the pension for state income
tax purposes.  The examples in subrule 40.50(4) are provided to illustrate how the state taxable
amounts of state pension benefits received in the tax year are computed in different factual situations.

40.50(4) Examples.
a. A state employee retired in April 1996 and started receiving IPERS benefits in April 1996.  The

retired state employee received $1,794.45 in gross benefits from IPERS in 1996.  The federal taxable
amount of the benefits was $1,690.36.  The employee’s federal posttax contribution or basis in the pen-
sion was $4,907 and the state posttax contribution or basis was $7,194.  The nontaxable amount of the
IPERS benefits for federal income tax was $104.09 which was calculated by subtracting the federal
taxable amount of $1,690.36 from the gross amount of the benefits of $1,794.45.  The ratio of the em-
ployee’s posttax contribution to the pension for federal income tax purposes was 68.21 percent of the
employee’s contribution to the pension for state income tax purposes.  This was determined by divid-
ing $4,907 by $7,194.  The nontaxable amount of the IPERS benefit for federal income tax purposes of
$104.09 was then divided by 68.21 percent, which is the ratio determined in the previous step, and
which results in a total of $152.60.  This was the nontaxable amount of the pension for state income tax
purposes.  When $152.60 is subtracted from the gross benefits of $1,794.45 paid in the year, the re-
maining amount is $1,641.85 which is the taxable amount of the pension that should be reported on the
individual’s Iowa individual income tax return for the 1996 tax year.

b. A state employee retired in July 1995.  The retired employee received $1,881.88 in IPERS
benefits in 1996 and $1,790.60 of the benefits was taxable on the individual’s federal return for 1996.
The person’s federal posttax contribution to the IPERS pension was $3,130 and the posttax contribu-
tion for state income tax purposes was $3,821.  The amount of benefits not taxable for federal income
tax purposes was $91.28 which was computed by subtracting the amount of pension benefits of
$1,790.60 that was taxable on the federal income tax return from the gross benefits of $1,881.88 re-
ceived in 1996.  The retiree’s federal posttax contribution of $3,130 to IPERS was divided by the retir-
ee’s posttax contribution of $3,821 to IPERS for state income tax purposes which resulted in a ratio of
81.91 percent.  The amount of IPERS benefits of $91.28 exempt for federal income tax purposes is
divided by the 81.91 percent computed in the previous step which results in an amount of $111.44
which is the amount of IPERS benefits received in 1996 which is not taxable on the Iowa return.
$111.44 is subtracted from the gross benefits of $1,881.88 received in 1996 which leaves the state tax-
able amount for 1996 of $1,770.44.

This rule is intended to implement Iowa Code section 422.7 as amended by 1998 Iowa Acts, House
File 2513.
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701—40.51(422)  Exemption of active-duty military pay of national guard personnel and armed
forces military reserve personnel for overseas services pursuant to military orders for peace-
keeping in the Bosnia-Herzegovina area.  For active duty military pay received on or after
November 21, 1995, by national guard personnel and by armed forces military reserve personnel, the
pay is exempt from state income tax to the extent the military pay was earned overseas for services
performed pursuant to military orders related to peacekeeping in the Bosnia-Herzegovina area.  In or-
der for the active duty pay to qualify for exemption from tax, the military service had to have been
performed outside the United States, but not necessarily in the Bosnia-Herzegovina area.

This rule is intended to implement Iowa Code section 422.7 as amended by 1997 Iowa Acts, House
File 355.

701—40.52(422)  Mutual funds.  Iowa does not tax dividend or interest income from regulated invest-
ment companies to the extent that such income is derived from interest on United States Government
obligations or obligations of this state and its political subdivisions.  The exemption is also applicable
to income from regulated investment companies which is derived from interest on government-
sponsored enterprises and agencies where federal law specifically precludes state taxation of such in-
terest.  Income derived from interest on securities which are merely guaranteed by the federal govern-
ment or from repurchase agreements collateralized by the United States Government obligations is not
excluded and is subject to Iowa income tax.  There is no distinction between Iowa’s tax treatment of
interest received by a direct investor as compared with a mutual fund shareholder.  The interest retains
its same character when it “flows-through” the mutual fund and is subject to taxation accordingly.

Taxpayers may subtract from federal adjusted gross income, income received from any of the ob-
ligations listed in 701—subrule 40.2(1) and rule 701—40.3(422) above, even if the obligations are
owned indirectly through owning shares in a mutual fund:

1. If the fund invests exclusively in these state tax-exempt obligations, the entire amount of the
distribution (income) from the fund may be subtracted.

2. If the fund invests in both exempt and nonexempt obligations, the amount represented by the
percentage of the distribution that the mutual fund identifies as exempt may be subtracted.

3. If the mutual fund does not identify an exempt amount or percentage, taxpayers may figure the
amount to be subtracted by multiplying the distribution by the following fraction:  as the numerator, the
amount invested by the fund in state-exempt United States obligations; as the denominator, the fund’s
total investment.  Use the year-end amounts to figure the fraction if the percentage ratio has remained
constant throughout the year.  If the percentage ratio has not remained constant, take the average of the
ratios from the fund’s quarterly financial reports.

Therefore, if the federal adjusted gross income of an individual, taxable by Iowa, includes divi-
dends or interest of this type, an adjustment must be made deducting the amount of the dividend or
interest.

This rule is intended to implement Iowa Code section 422.7.

701—40.53(422)  Deduction for contributions by taxpayers to the Iowa educational savings plan
trust and addition to income for refunds of contributions previously deducted.  The Iowa educa-
tional savings plan trust was created so that individuals can contribute funds on behalf of beneficiaries
in accounts administered by the secretary of state to cover future higher education costs of the benefi-
ciaries.  The following subrules provide details on how individuals’ net incomes are affected by con-
tributions to beneficiaries’ accounts, interest and any other earnings earned on beneficiaries’ accounts,
and refunds of contributions which were previously deducted.
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40.53(1) Deduction from net income for contributions made to the Iowa educational savings plan
trust on behalf of beneficiaries.  Effective with contributions made on or after July 1, 1998, an individu-
al referred to as a “participant” can claim a deduction on the Iowa individual income tax return for con-
tributions made by that individual to the Iowa educational savings plan trust on behalf of a beneficiary.
The deduction on the 1998 Iowa return cannot exceed $2,000 per beneficiary for contributions made in
1998 or the adjusted maximum annual amount for contributions made after 1998.  Note that the maxi-
mum annual amount that can be deducted per beneficiary may be adjusted or increased to an amount
greater than $2,000 for inflation on an annual basis.  Starting with tax years beginning in the 2000 cal-
endar year, a participant may contribute an amount on behalf of a beneficiary that is greater than
$2,000, but may claim a deduction on the Iowa individual return of the lesser of the amount given or
$2,000 as adjusted by inflation.  For example, if a taxpayer made a $5,000 contribution on behalf of a
beneficiary to the educational savings plan in 2000, the taxpayer may claim a deduction on the IA 1040
return for 2000 in the amount of $2,054, as this amount is $2,000 as adjusted for inflation in effect for
2000.

For example, an individual has ten grandchildren from the age of six months to 12 years.  In October
1998, the person became a participant in the Iowa educational savings plan trust by making $2,000
contributions to the trust on behalf of each of the ten grandchildren.  When the participant files the 1998
Iowa individual income tax return, the participant can claim a deduction on the return for the $20,000
contributed to the Iowa educational savings plan trust on behalf of the individual’s ten grandchildren.

40.53(2) Exclusion of interest and earnings on beneficiary accounts in the Iowa educational sav-
ings plan trust.  To the extent that interest or other earnings accrue on a beneficiary’s account in the
Iowa educational savings plan trust, the interest or other earnings are excluded for purposes of comput-
ing net income on the Iowa individual income tax return of the participant or the return of the beneficia-
ry.

40.53(3) Including on the Iowa individual return amounts refunded to the participant from the
Iowa educational savings plan trust that had previously been deducted.  If a participant cancels a bene-
ficiary’s account in the Iowa educational savings plan trust and receives a refund of the funds in the
account made on behalf of the beneficiary, the refund of the funds is to be included in net income on the
participant’s Iowa individual income tax return to the extent that contributions to the account had been
deducted on prior state individual income tax returns of the participant.

For example, because a beneficiary of a certain participant died in the year 2000, this participant in
the Iowa educational savings plan trust canceled the participant agreement for the beneficiary with the
trust and received a refund of $4,200 of funds in the beneficiary’s account.  Because $4,000 of the re-
fund represented contributions that the participant had deducted on prior Iowa individual income tax
returns, the participant was to report on the Iowa return for the tax year 2000, $4,000 in contributions
that had been deducted on the participant’s Iowa returns for 1998 and 1999.

40.53(4) Deduction for contributions made to the endowment fund of the Iowa educational savings
plan trust.  To the extent that the contribution was not deductible for federal income tax purposes, an
individual can deduct on the Iowa individual income tax return a gift, grant, or donation to the endow-
ment fund of the Iowa educational savings plan trust.  The contribution must be made on or after July 1,
1998, but before April 15, 2004.  Effective April 15, 2004, the deduction for contributions made to the
endowment fund is repealed.

This rule is intended to implement Iowa Code section 422.7.

701—40.54(422)  Roth individual retirement accounts.  Roth individual retirement accounts were
authorized in the Taxpayer Relief Act of 1997 and are applicable for tax years beginning after Decem-
ber 31, 1997.  Generally, no deduction is allowed on either the federal income tax return or the Iowa
individual income tax return for a contribution to a Roth IRA.  The following subrules include informa-
tion about tax treatment of certain transactions for Roth IRAs.
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40.54(1) Taxation of income derived from rolling over or converting existing IRAs to Roth IRAs.  At
the time existing IRAs are rolled over to or converted to Roth IRAs in the 1998 calendar year or in a
subsequent year, any income realized from the rollover or conversion of the existing IRA is taxable.
However, in the case of conversion of existing IRAs to Roth IRAs in 1998, the taxpayer can make an
election to have all the income realized from the conversion subject to tax in 1998 rather than have the
conversion income spread out over four years.  If the conversion income is spread out over four years,
one-fourth of the conversion income is included on the 1998 Iowa and federal returns of the taxpayer
and one-fourth of the income is included on the taxpayer’s Iowa and federal returns for each of the
following three tax years.  Note that if an existing IRA for an individual is converted to a Roth IRA for
the individual in a calendar year after 1998, all the income realized from the conversion is to be re-
ported on the federal return and the Iowa return for that tax year for the individual.  That is, when con-
version of existing IRAs to Roth IRAs occurs after 1998, there is no provision for having the conver-
sion income taxed over four years.

For example, an Iowa resident converted three existing IRAs to one Roth IRA in 1998, realized
$20,000 in income from the conversion, and did not elect to have all the conversion income taxed on the
1998 Iowa and federal returns.  Because the taxpayer did not make the election so all the conversion in-
come was taxed in 1998, $5,000 in conversion income was to be reported on the taxpayer’s federal and
Iowa returns for 1998 and similar incomes were to be reported on the federal and Iowa returns for 1999,
2000, and 2001.  Note that to the extent the recipient of the Roth IRA conversion income is eligible, the
conversion income is subject to the pension/retirement income exclusion described in rule 40.47(422).

40.54(2) Roth IRA conversion income for part-year residents.  To the extent that an Iowa resident
has Roth IRA conversion income on the individual’s federal income tax return, the same income will
be included on the resident’s Iowa income tax return.  However, when an individual with Roth IRA
conversion income in the tax year is a part-year resident of Iowa, the individual may allocate the con-
version income on the Iowa return in the ratio of the taxpayer’s months in Iowa during the tax year to 12
months.  In a situation where an individual spends more than half of a month in Iowa, that month is to be
reported to Iowa for purposes of the allocation.

For example, an individual moved to Des Moines from Omaha on June 12, 1998, and had $20,000 in
Roth IRA conversion income in 1998.  Because the individual spent 7 months in Iowa in 1998, 7/12, or
60 percent, of the $20,000 in conversion income is allocated to Iowa.  Thus, $12,000 of the conversion
income should be reported on the taxpayer’s Iowa return for 1998.

This rule is intended to implement Iowa Code section 422.7 as amended by 1998 Iowa Acts, Senate
File 2357.

701—40.55(422)  Exemption of income payments for victims of the Holocaust and heirs of vic-
tims.  For tax years beginning on or after January 1, 2000, income payments received by individuals
because they were victims of the Holocaust or income payments received by individuals who are heirs
of victims of the Holocaust are excluded in the computation of net incomes, to the extent the payments
were included in the individuals’ federal adjusted gross incomes.  Victims of the Holocaust were vic-
tims of persecution in the World War II era for racial, ethnic or religious reasons by Nazi Germany or
other Axis regime.

Holocaust victims may receive income payments for slave labor performed in the World War II era.
Income payments may also be received by Holocaust victims as reparation for assets stolen from, hidden
from, or otherwise lost in the World War II era, including proceeds from insurance policies of the victims.
The World War II era includes the time of the war and the time immediately before and immediately after
the war.  However, income from assets acquired with the income payments or from the sale of those assets
shall not be excluded from the computation of net income.  The exemption of income payments shall only
apply to the first recipient of the income payments who was either a victim of persecution by Nazi Ger-
many or any other Axis regime or a person who is an heir of the victim of persecution.
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This rule is intended to implement Iowa Code sections 217.39 and 422.7.

701—40.56(422)  Taxation of income from the sale of obligations of the state of Iowa and its politi-
cal subdivisions.  For tax years beginning on or after January 1, 2001, income from the sale of obliga-
tions of the state of Iowa and its political subdivisions shall be added to Iowa net income to the extent
not already included.  Gains or losses from the sale or other disposition of bonds issued by the state of
Iowa or its political subdivisions shall be included in Iowa net income unless the law authorizing these
obligations specifically exempts the income from the sale or other disposition of the bonds from the
Iowa individual income tax.

This rule is intended to implement Iowa Code section 422.7 as amended by 2001 Iowa Acts, chapter
116.

701—40.57(422)  Installment sales by taxpayers using the accrual method of accounting.  For tax
years beginning on or after January 1, 2000, and prior to January 1, 2002, taxpayers who use the accrual
method of accounting and who have sales or exchanges of property that they reported on the install-
ment method for federal income tax purposes must report the total amount of the gain or loss from the
transaction in the tax year of the sale or exchange pursuant to Section 453 of the Internal Revenue Code
as amended up to and including January 1, 2000.

EXAMPLE 1.  Taxpayer Jones uses the accrual method of accounting for reporting income.  In 2001,
Mr. Jones sold farmland he had held for eight years for $200,000 which resulted in a capital gain of
$50,000.  For federal income tax purposes, Mr. Jones elected to report the transaction on the install-
ment basis, where he reported $12,500 of the gain on his 2001 federal return and will report capital
gains of $12,500 on each of his federal returns for the 2002, 2003 and 2004 tax years.

However, for Iowa income tax purposes, Mr. Jones must report on his 2001 Iowa return the entire
capital gain of $50,000 from the land sale.  Although Taxpayer Jones must report a capital gain of
$12,500 on each of his federal income tax returns for 2002, 2003 and 2004, from the installment sale of
the farmland in 2001, he will not have to include the installments of $12,500 on his Iowa income tax
returns for those three tax years because Mr. Jones had reported the entire capital gain of $50,000 from
the 2001 transaction on his 2001 Iowa income tax return.

EXAMPLE 2.  Taxpayer Smith uses the accrual method of accounting for reporting income.  In 2002,
Mr. Smith sold farmland he had held for eight years for $500,000 which resulted in a capital gain of
$100,000.  For federal income tax purposes, Mr. Smith elected to report the transaction on the install-
ment basis, where he reported $20,000 of the gain on his 2002 federal return and will report the remain-
ing capital gains on federal returns for the four subsequent tax years.  Because this installment sale
occurred in 2002, Mr. Smith shall report $20,000 of the capital gain on his Iowa income tax return for
2002 and will report the balance of the capital gains from the installment sale on Iowa returns for the
next four tax years, the same as reported on his federal returns for those years.

This rule is intended to implement Iowa Code section 422.7 as amended by 2002 Iowa Acts, House
File 2116.
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701—40.58(422)  Exclusion of distributions from retirement plans by national guard members
and members of military reserve forces of the United States.  For tax years beginning on or after
January 1, 2002, members of the Iowa national guard or members of military reserve forces of the
United States who are ordered to state military service or federal service or duty are not subject to Iowa
income tax on the amount of distributions received during the tax year from qualified retirement plans
of the members to the extent the distributions were taxable for federal income tax purposes.  In addi-
tion, the members are not subject to state penalties on the distributions even though the members may
have been subject to federal penalties on the distributions for early withdrawal of benefits.  Because the
distributions described above are not taxable for Iowa income tax purposes, a national guard member
or armed forces reserve member who receives a distribution from a qualified retirement plan may re-
quest that the payer of the distribution not withhold Iowa income tax from the distribution.

This rule is intended to implement Iowa Code section 422.7 as amended by 2004 Iowa Acts, House
File 2208.

701—40.59(422)  Exemption of payments received by a beneficiary from an annuity purchased
under an employee’s retirement plan when the installment has been included as part of a dece-
dent employee’s estate.  All payments received on or after July 1, 2002, by a beneficiary of a deceased
pensioner or annuitant are exempt from Iowa income tax to the extent the payments are from an annuity
purchased under an employee’s pension or retirement plan when the commuted value of the install-
ments has been included as a part of the decedent employee’s estate for Iowa inheritance tax purposes.
Thus, a lump sum payment received by a beneficiary from an annuity purchased under an employee’s
pension or retirement plan is exempt from Iowa income tax to the extent the commuted value of the
annuity was included as part of the decedent employee’s estate for Iowa inheritance tax purposes.  Un-
der prior law, only installment payments of an annuity received by a beneficiary were exempt from
Iowa income tax if the commuted value of the installments had been included as part of the decedent
employee’s estate for Iowa inheritance tax purposes.

This rule is intended to implement Iowa Code section 422.7 as amended by 2002 Iowa Acts, Senate
File 2305.

701—40.60(422)  Additional first-year depreciation allowance.  For tax periods ending after Sep-
tember 10, 2001, but beginning before May 6, 2003, the additional first-year depreciation allowance
(“bonus depreciation”) of 30 percent authorized in Section 168(k) of the Internal Revenue Code, as
enacted by Public Law No. 107-147, Section 101, does not apply for Iowa individual income tax.  Tax-
payers who claim the bonus depreciation on their federal income tax return must add the total amount
of depreciation claimed on assets placed in service after September 10, 2001, but before May 6, 2003,
and subtract the amount of depreciation taken on such property using the modified accelerated cost
recovery system (MACRS) depreciation method applicable under Section 168 of the Internal Revenue
Code without regard to Section 168(k).

If any such property was sold or disposed of during the tax year, the applicable depreciation catch-
up adjustment must be made to adjust the basis of the property for Iowa tax purposes.  The gain or loss
reported on the sale or disposition of these assets for federal tax purposes must be adjusted for Iowa tax
purposes to account for the adjusted basis of assets.

The adjustment for both depreciation and the gain or loss on the sale of qualifying assets placed in
service after September 10, 2001, but before May 6, 2003, can be calculated on Form IA 4562A.

See rule 701—53.22(422) for examples illustrating how this rule is applied.
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For tax periods beginning after May 5, 2003, but beginning before January 1, 2005, the bonus de-
preciation of 50 percent authorized in Section 168(k) of the Internal Revenue Code, as amended by
Public Law No. 108-27, Section 201, is applicable for Iowa individual income tax.  The depreciation
deduction allowed on the Iowa individual income tax return is the same as the depreciation deduction
allowed on the federal income tax return for assets placed in service after May 5, 2003, but before Janu-
ary 1, 2005.

This rule is intended to implement Iowa Code section 422.7 as amended by 2004 Iowa Acts, First
Extraordinary Session, House File 2581, section 38.

701—40.61(422)  Exclusion of active duty pay of national guard members and armed forces mili-
tary reserve members for service under orders for Operation Iraqi Freedom, Operation Noble
Eagle or Operation Enduring Freedom.  For tax years beginning on or after January 1, 2003, active
duty pay received by national guard members and armed forces reserve members is excluded to the
extent the income is included in federal adjusted gross income and to the extent the active duty pay is
for service under military orders for Operation Iraqi Freedom, Operation Noble Eagle or Operation
Enduring Freedom.  National guard members and military reserve members receiving active duty pay
on or after January 1, 2003, for service not covered by military orders for one of the three operations
specified above are subject to Iowa income tax on the active duty pay to the extent the active duty pay is
included in federal adjusted gross income.  An example of a situation where the active duty pay may
not be included in federal adjusted gross income is when the active duty pay was received for service in
an area designated as a combat zone or in an area designated as a hazardous duty area so the income
may be excluded from federal adjusted gross income.  That is, if an individual’s active duty military
pay is not subject to federal income tax, the active duty military pay will not be taxable on the individu-
al’s Iowa income tax return.

National guard members and military reserve members who are receiving active duty pay for ser-
vice on or after January 1, 2003, that is exempt from Iowa income tax, may complete an IA W-4 Em-
ployee Withholding Allowance Certificate and claim exemption from Iowa income tax for active duty
pay received during the time they are serving on active duty pursuant to military orders for Operation
Iraqi Freedom, Operation Noble Eagle or Operation Enduring Freedom.

This rule is intended to implement Iowa Code section 422.7 as amended by 2003 Iowa Acts, House
File 674.

701—40.62(422)  Deduction of up to $1,500 for overnight expenses not reimbursed for travel
away from home of more than 100 miles for performance of service as a member of the national
guard or armed forces military reserve.  A taxpayer may subtract, in computing net income, the
costs not reimbursed, not to exceed $1,500, that were incurred for overnight transportation, meals and
lodging expenses for travel away from the taxpayer’s home more than 100 miles, to the extent the trav-
el expenses were incurred for the performance of services on or after January 1, 2003, by the taxpayer
as a national guard member or an armed forces military reserve member.

This rule is intended to implement Iowa Code section 422.7 as amended by 2003 Iowa Acts, House
File 674.

701—40.63(422)  Exclusion of income from military student loan repayments.  Individuals serv-
ing on active duty in the national guard, armed forces military reserve or the armed forces of the United
States may subtract, to the extent included in federal adjusted gross income, income from military stu-
dent loan repayments made on or after January 1, 2003.

This rule is intended to implement Iowa Code section 422.7 as amended by 2003 Iowa Acts, House
File 674.
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701—40.64(422)  Exclusion of death gratuity payable to an eligible survivor of a member of the
armed forces, including a member of a reserve component of the armed forces who has died while
on active duty.  An eligible survivor of a member of the armed forces, including a member of a reserve
component of the armed forces, who has died while on active duty may subtract, to the extent included
in federal adjusted gross income, a gratuity death payment made to the eligible survivor of a member of
the armed forces who died while on active duty after September 10, 2001.  This exclusion applies to a
gratuity death payment made to the eligible survivor of any person in the armed forces or a reserve
component of the armed forces who died while on active duty after September 10, 2001.

The purpose of the death gratuity is to provide a cash payment to assist a survivor of a deceased
member of the armed forces to meet financial needs during the period immediately following a service
member’s death and before other survivor benefits, if any, become available.

This rule is intended to implement Iowa Code section 422.7 as amended by 2003 Iowa Acts, House
File 674.

701—40.65(422)  Section 179 expensing.  For tax periods beginning on or after January 1, 2003, but
beginning before January 1, 2006, the increase in the expensing allowance for qualifying property au-
thorized in Section 179(b) of the Internal Revenue Code, as enacted by Public Law No. 108-27, Section
202, is applicable for Iowa individual income tax.  The Section 179 expensing allowance on the Iowa
individual income tax return is the same as the Section 179 expensing allowance on the federal income
tax return for tax years beginning on or after January 1, 2003, but beginning before January 1, 2006.

This rule is intended to implement Iowa Code section 422.3 as amended by 2004 Iowa Acts, First
Extraordinary Session, House File 2581, section 37.
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